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MONETARY COMPONENT OF BREXIT IMPACT ON EU AND THE UK ECONOMY

Annotation. The aim of the paper is to study Brexit impact on economic growth of the UK and EU
focusing on its monetary component. The results show, that Brexit will hurt the UK economy much more than
economy of European Union. The UK monetary authorities keep monetary policy unchanged waiting for the
decision on the Brexit final scenario, while European Central Bank continues its quantitative easing
programme, that has already brought gains for European economy.
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Tomok B.A., k.e.H., noueHT kadeapu MeHeKMEHTY HallioHanbHOTO TEXHIYHOTO YHIBEpCUTETY YKpaiHH
«KwuiBcbkuii monitexHiuHU# iHCTUTYT iMeHi [ropst CikopcbKoro»

MOHETAPHA CKJIAJTOBA BIIJIUBY BPEKCUTY HA EKOHOMIKY €C TA
BEJIUKOBPUTAHII

Anomauin. Memoro cmammi € susuenus eniugy bpexcumy na exonomiune spocmanns Beruxobpumanii
ma €C 3 akyeHmom Ha 1020 MOHemapHy ckiadosy. Pezyromamu 0ocniddcenv demoncmpyioms, wo bpexcum
3a680acmyb 3HAYHO OLbWOl WKOOU exoHomiyi Benuxoopumanii, wioc exonomiyi €sponeiicbkoco Corosy.
Mounemapna eéraoa Benuxoi bpumanii eéce we uekae piuieHHs w000 0CmMamoyHo2o cyeHnapiro bpexcumy,
3AAUWAIOYU 2POULOBY HOLTMUKY HE3MIHHOW0, MOJI K €8pOoneicoKull YeHMpaabHUull OAHK NPOO0BIHCYE NPOSPAMY
KIMbKICHO20 NOM'AIKUIEHHS, SIKA 8Jice NPUHECAd YCNIXU €8PONELCHKIll eKOHOMIY.

Knrouoei cnosa: bpexcum, Beruxoopumanis, €sponeticokuti Coto3, eKOHOMIUHE 3DOCMAKHS, THOAAYIA,
MOHemapHa noimuxa.

T'oarok B.S1. K.9.H., IOLCHT Ka(be,upm MCHCI’)KMCHTA HaHI/IOHaIH)HOFO TCXHUYCCKOTO YHUBCPCUTCTA praI/IHLI
«KueBckuli MoJIuTeXHUYSCKUH HWHCTUTYT UMCHU I/II‘Opﬂ CI/IKOpCKOI‘ o»

MOHETAPHASA COCTABJIAIOAS BUAHUSA BPEKCUTA
HA 9KOHOMMUKY EC U BEJIUKOBPUTAHUU

Annomayusn. ILlenvio cmamvu s6nsemcs uzydenue eiusHusi bpexcuma Ha 9KOHOMUYECKUL POCH
Benuxoopumanuu u EC ¢ axyenmom Ha e2o MOHemapHyio cocmaegisiowyio. Pesyremamul uccireoosamnuii
nokasvigarom, wmo bpexcum nanecem 3uHauumenvHo OONLUWUL 8ped IKOHOMUKe Benuxobpumanuu, uem
akonomuke Esponetickoeo Cow3sa. Monemaphvle énacmu Benuxobpumanuu ece ewje sHcoym peueHuss no
OKOHUamMenbHOMY cyenapuio bpeckuma, ocmaensiss OEHeNCHYI0 NOAUMUKY HEeUSMEHHOU, mo20d Kak
Eeponeiickuil yenmpanouviti 6aHK npooodicaem RpoSpammy KOIUYECMBEHHO20 CMSASYEHUsl, KOMOopas yiice
NPUHECIa yCnexu esponetcKoll IKOHOMUKE.

Knroueswie cnosa: bpexcum, Benuxooumanus, Eeponetickuii Coto3, S9KOHOMUYECKUL pOCM, UH@IAYUS,
MOHEemAapHas NOJUMUKA.

Introduction. The word “Brexit” has emerged as combination of two English words: adjective “British”
and noun “exit” in 2012 by model of popular at the time “Grexit”, when mass media discussed possibility of
Greece leaving European institutions as a result of Greek economic crisis. Clearly, Brexit will lead to a
significant change in both the UK and EU economies, the UK’s relationship with other European countries.
The vast majority of studies [1] conclude that Brexit will reduce economic growth — although the scale of
reduction predicted differs. ECB’s President Draghi said that the effect of the Brexit vote on the eurozone’s
growth is estimated at around 0.5% over three years [2]. Long-term impact of Brexit could also vary across
different types of businesses, countries, individuals. As far as numerous studies have shown positive effect of
integration on European economies due to additional trade, investment and other links, we can assume that the
UK economy will be smaller following Brexit than it would have been remaining the EU member.
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Analysis of recent researches and publications. Numerous studies have been performed setting out a
range of predictions for how Brexit is likely to affect the UK and EU economic growth. Consequences of
Brexit for the UK and EU economies were researched by B. Mueller, F. Papadia, A. Stojanovic, G. Tetlow et
al. Monetary aspects of Brexit were analised by J. Mourmouras, H. Mustoe, L. Singleton. The vast majority of
these studies predict that Brexit will hurt UK economy much more than economy of European Union. The
largest negative impacts of Brexit are predicted by those studies, which allow reductions in trade, investment
and migration to have a permanent effect on the UK’s innovative activity, and so permanently reduce
productivity growth. The predictions are more pessimistic for scenarios in which significant barriers to trade
develop between the UK and EU [1].

Setting objectives. The goal of the study is to analyze the impact of Brexit on United Kingdom and
European Union economies and to determine prospective trends of its monetary policies.

Research results. On 23 June 2016 citizens of the United Kingdom voted to leave the European Union.
On 29 March 2017 the UK formally notified the European Council of its intention to leave the EU by triggering
of Article 50 of the Lisbon Treaty. At the special summit on 10 April 2019 EU leaders agreed EU leaders agree
to delay Brexit until 31 October [3]. If both sides ratify the withdrawal agreement between the UK and EU
earlier, during these six months, the UK will leave on the first day of the following month. It means that during
these six months United Kingdom can ratify the agreement and leave EU by 31 October 2019, can review its
strategy on Brexit or even can cancel it. It should be noted that the President of European Council Donald Tusk
assumes that the UK leaving the EU could be postponed one more time [4]. It would be positive for both
European and UK business, because it gives them more time to adapt.

There are two possible ways of Brexit: “soft” and “hard”. The two terms essentially refer to the kind of
relationship and level of participation the country will have with the EU’s Single Market — the free movement of
people, goods and services — and the Customs Union — the bloc’s trade and tax agreement. Soft Brexit means that
the UK could gain special access to the single market but might have to, in return, compromise on immigration
agreements. Hard Brexit means taking the UK completely out of the EU — including both the single market
and the customs union, so it free from its regulations and tariffs [5].

Brexit consequences for the UK are rather pessimistic. Europe is Britain’s most important export market
and its biggest source of foreign investment, and membership in the bloc has helped London cement its position
as a global financial center. An announcement, or at least a threat of big changes, could make a lot of companies
to leave Britain. The government has projected that in 15 years, the country’s economy will be anywhere from
4% to 9% smaller under the Brexit, than it would inside the bloc, depending on how it leaves [6]. It is expected
that the so-called “soft” Brexit would be much better for British financial markets than the “hard” one, because
the last scenario would cause more political uncertainty and, as a result, higher volatility. On the contrary, soft
Brexit would provide confidence and certainty, that in turn would boost economic growth and would push the
UK interest rates up.
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Fig. 1. Inflation, consumer prices (CPI) (annual %), official exchange rate (currency units per 1 US dollar)
of Euro area and United Kingdom
Source: developed by author on the basis of [7,8].
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Brexit process is also influencing the exchange rate of the UK currency. During the past two years, the
pound has had a rough time of things when it comes to its price against the dollar and other currencies (see
fig.1). The immediate aftermath of the Brexit referendum saw sterling decline sharply in value [9]. Just on the
date of the referendum (on June 2016), sterling depreciated by nearly 7% against a basket of currencies, an
extraordinarily large movement in one day, clear evidence of a shock. Subsequently the exchange rate settled
at a new lower level, moving up and down within a relatively narrow corridor, mostly reflecting the flow of
news about Brexit [11].
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Fig. 2. Bank of England Official Interest Rate and ECB Refinancing Rate in 2012-2019.
Source: developed by author on the basis of [11,12].

Rather than do nothing, the Bank of England’s Monetary Policy Committee stepped in straight after the
referendum to cut interest rates (see fig.2), increase liquidity by purchasing government and corporate debt,
and provide banks with access to cheap finance to help support lending to businesses and households. Governor
of the Bank of England Mark Carney estimates that these actions have helped to boost economic growth by
between 0.5% and 1% over the past two years [1]. The Bank of England cut the policy rate by 25 basis points
(it is now 0.25%), and expanded the government bond purchase scheme by £60 billion, bringing the total to
£435 billion. It also established a new corporate bond purchase program of £10 billion, and launched a new
Term Funding Scheme that will provide funding for banks at rates close to the monetary policy rate [2]. Still,
the uncertainty surrounding the timing and the “type of Brexit” to be implemented, given the size of the current
account deficit and the uncertainty around the continuation of foreign capital inflows, poses a big risk for the
pound and further depreciation is expected, albeit, at a somewhat lesser extent than originally expected.
Sterling investors thus face continuing pain for the foreseeable future [2]. At the present time Bank of England
delays interest rate decisions until it has a clearer picture of how the UK economy will be affected post-
Brexit. Some members of the Bank of England’s Monetary Policy Committee have previously suggested
that rates may said that rates will need to be cut in the event of a “no-deal” Brexit to boost the economy
[13]. Cutting rates is rather expectable considering relatively low inflation level in the UK and the fact that
the economy grew rather slow by historical norms and need to be pushed up. What is clear now, that the
Old Lady’s authorities [13] declare that the Bank “will always act to achieve the 2 per cent inflation target”.

At the mean time ECB continues its quantitative easing programme. The asset purchase program, a
monetary experiment known as QE, was launched in March 2015 to prevent sub-zero inflation from further
hitting an economy still reeling from the euro zone debt crisis [14]. By the end of 2018 ECB has spent 2.6
trillion euros ($3 trillion) over almost four years, buying up mostly government but also corporate debt, asset-
backed securities and covered bonds — at a pace of 1.3 million euros a minute. That equates to roughly 7,600
euros for every person in the currency bloc. As intended, this programme has increased economic growth while
wages and lending have risen but inflation remains subdued, complicating the QE exit and ensuring interest
rates will stay at record lows for some time. Nevertheless ECB has also been criticized because the bond buying
has depressed interest rates and hurt European banks’ profitability [14].
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Fig. 3. Economic growth in European Union and United Kingdom in 2012-2018.
Source: developed by author on the basis of [15].

Brexit referendum results have made negative impact on the whole European economy, but the
consequences for the UK are the worst. Even though the UK has not had a recession since the referendum,
there is a variety of evidence that economic performance has been weaker than it probably would have been.
UK —unlike in previous years — started growing at a slower rate than the euro area shortly after the referendum.
In the four years before the referendum, the UK economy was growing by some 1.2% more than the euro area
on average every year. Economic models show that if this differential had remained constant, given that more
than two years have passed since the referendum and given the growth in the euro area in this period, the UK
economy would now be some 4% larger than its real current size [10]. The main risks stem from the loss of
market assess through ‘passporting’, which is unlikely to be fully offset by any new equivalence regime or
bespoke trade agreement. Some researches [ 1] suggest that if the UK were to trade with the EU on WTO terms,
approximately £18—20bn in revenue and up to an estimated 31,000 to 35,000 jobs could be at risk, along with
approximately £3—5bn of tax revenues a year. The eventual impact — and what additional barriers are imposed
on the UK financial services businesses wishing to trade with the EU — will depend on the deal that is struck
between the UK and EU. The Government’s latest analysis suggests [1] that non-tariff barriers to financial
services trade would be relatively modest — equivalent to around a 5% tariff in an free trade agreement scenario.

While growth in the UK had decreased (see fig.3), inflation had remained higher in the UK, thus
breaking the consistency between higher growth and higher inflation in the UK with respect to the euro area
(see fig.1). Now Bank of England is trying to keep inflation within 2% target level and is waiting for the final
decision of the UK Parliament concerning the “soft” or “hard” Brexit scenario. Level of investments in the UK
has also decreased, while in EU it has grown since the Brexit Referendum.

European economy recovers at a “modest” pace, but still faster comparing to the UK. Loan growth
continued to recover - across the largest euro area countries, overall terms and conditions eased across all larger
countries except for Germany [2]. According to EBA consumer trends report 2018/19 [16] there has been a
relatively steady increase in both the volume and the value of lending for house purchases across the EU over
the past 5 years (2013-2018). The volume of consumer credit has been relatively stable for the past 5 years,
with a steady growth of credit for consumption, which increased by 5.1% between 2016 and 2017 [16]. EIB
Investment Report 2018/2019 addresses a moment of economic recovery in which investment growth, overall,
is strong, but downside risks to the economic outlook are rising. According the report investment growth is
consolidating across the EU. Measured as gross fixed capital formation, investment grew by 4% on average in
2017 and the first half of 2018. Investment rates have reached historical averages [17], apart from in the
“periphery” group of countries, where investment growth is healthy but investment by households and
government remains low.

Consequences of Brexit for Ukraine are also negative. A period of Brexit “uncertainty” is damaging
for the both EU and the UK and so indirectly for Ukraine. Slowdown of growth in EU — Ukraine’s largest
trade partner accounting for 34% of goods exports in 2015 (USD 13bn) — will dampen the prospects for
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Ukraine’s economic recovery, making it difficult to reach 4.0% medium-term growth forecasted by
the IMF [18].

Conclusions and further research directions. The results show, that Brexit influence will vary
depending on the country, type of industry and company. It’s obvious that Brexit will hurt the UK economy
much more than economy of European Union. Economic growth is expected in both economies, but in United
Kingdom it would be weaker than it probably would have been in case of no-Brexit scenario. Consequences
for European Union and especially for the UK would be much better in case of adopting the “soft” Brexit.

The UK monetary authorities keep monetary policy unchanged waiting for the decision on the Brexit
final scenario, while European Central Bank continues its quantitative easing programme, that has already
brought gains for European economy, witnessed by the steady growth in EU investments. Now the UK and
EU monetary authorities develop different sets of measures aimed to minimize negative impact of each
possible Brexit scenario. Next study will be dedicated to Brexit impact on the global economy.
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